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tors each own 3 percent; and 48 other investors, none with
more than 1.8 percent of the AA shares, own the remainder.
Carlos Slim Helu, one of Mexico's wealthiest citizens, con
trols both Grupo Carso and Seguros de Mexico; together, the
two companies own 28.2 percent of Teimex's AA shares. 25

In 1991 and 1992, the Mexican government executed,
on both the Mexican and international stock exchanges, two
public offerings of the Telmex shares it still held, primarily
the L shares. 26 In addition, SBC exercised an option in Sep
tember 1991 to purchase a block of L shares. 27 SBC's total
interest now represents approximately 10 percent of Telmex's
total equity capitalization.28 The Mexican government retains
2.1 percent of the L shares, or 1.6 percent of the total capital
stock of the company. 29 The unrestricted shares that are traded
on foreign exchanges amount to a significant portion of
Telmex's total outstanding stock. Approximately 60 percent of
the company's total capital stock is held by foreigners, mostly
Americans. 30

To attract significant foreign investment and to ensure
a certain level of infrastructure development, the Mexican
government granted Telmex the only license to operate fixed
link telecommunications services in Mexico, 31 a statutory
monopoly over domestic and international telephone service
until August 1996,32 and a statutory monopoly over local tele-
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phone service until 2026. 33 Under the Communications Law
and the Telecommunications Regulations, no competing pro
vider of fixed-link domestic or international long-distance
services may operate before August 1996. Thereafter, the
SCT may grant concessions to other long-distance carriers.
After December 31, 1996, Telmex must permit other
long-distance telephone networks to interconnect with
Telmex's extensive network in a manner that enables custom
ers to choose the network by which their calls are carried. 34

In July 1994, the SCT issued the first of several rules
that will govern the advent of competition in the Mexican
long-distance market. The rule stated that there will be an
unlimited number of concessions and that Telmex shall pro
vide 60 points of interconnection by January 1, 1997 and over
200 points of interconnection by 2000. 35 On April 24, 1995,
the SCT sent a bill to the Mexican Congress defining many of
the terms upon which entrants will be allowed into the Mexi
can telecommunications markets. 36 SCT Secretary Carlos Ruiz
Sacristan announced that, under the proposed bill, entrant
firms will not have to pay a concession fee to compete with
Telmex but will have to pay a fee to use radio spectrumY
The bill makes no distinction between local and long-distance
service. 38 The SCT, however, has made no announcement
regarding three other important issues surrounding the intro
duction of competition: the pricing of interconnection by
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entrant finns with Telmex's network;39 whether the new firms
will have any external obligations such as the provision of
universal service; and how, if at all, the government will
regulate tariffs. 40 While the SCT has delayed announcing its
policies concerning these remaining issues for long-distance
competition, industry sources predict that the SCT will set
forth the remaining rules by the middle of 1995.41 A senior
Mexican official announced in April 1995 that the government
will try to encourage greater competition in the local tele
phone market before the expiration in 2026 of Telmex' s statu
tory monopoly over local services. 42

With the announcement that it will not charge licensing
fees for potential entrants to the telecommunications market,
the Mexican government signalled the importance that it
places on developing the nation's telecommunications system
and on using competition to spur this development. With the
devaluation of the peso and the nation's resultant liquidity
crunch, the Mexican government faced pressures to exact a
high concession fee from market entrants. The government
resisted these pressures, however, acknowledging that sophis
ticated telecommunications infrastructure and services are
important not only as a final good, but also as a vital input for
other sectors of a nation's economy. The Mexican government
reinforced its position that competition is the best way to
develop Mexico's telecommunications industry.

As the uncertainty surrounding the future of Mexico's
long-distance telephony market abates, many potential entrants
stand waiting because of the extraordinary opportunity in
volved. In 1993, Mexican international and domestic long-

39. Carroll, Mexico Rejects Phone-Market Entry Fees. supra note 37, at
All.

40. Damian Fraser, Mexico in telephone liberalisation, FIN. TIMES, July
4, 1994, at 23.

41. Fernandez, What's on Line for the Future, supra note 33, at 2.
42. DILLON, READ & CO., INC., supra note 6, at 7.



American Investment Abroad 239

distance services generated approximately $4.2 billion;43 this
market is expected to grow to nearly $12 billion by the end of
the decade. In addition to the opportunity inherent in such
growth, potential entrants are drawn by the chance to undercut
the former state-owned monopoly incumbent, and "cream
skim" its most lucrative markets.

Telmex's costs and prices are high. In consideration
for the award of its monopoly concession, Telmex had to (l)
expand service at an average annual rate of 12 percent
through 1994; (2) reduce the waiting period for service and
repairs; (3) improve the quality of service; and (4) install one
telephone line in every town of over 500 inhabitants by
1994.44 As one of the country's largest non-government em
ployers, with a labor force of nearly 63,000 employees,
Telmex cannot easily reduce its costs as it faces real or immi
nent competition. Furthermore, Telmex relies upon its
disproportionately high revenues earned from its international
and domestic long-distance services to subsidize the costs of
local telephone service, the mandatory infrastructure buildout,
and the improved service requirements.45 Despite its high
costs, Telmex earns profit margins of 43 percent (among the
highest in the world),46 suggesting that there exists a signifi
cant opportunity for competitors to underprice Telmex while
still earning a healthy return on investment.

To gain a share of this large and growing market, the
three largest American long-distance firms (AT&T, Mel, and
Sprint), the largest American independent telecommunications
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firm (GTE), and another RBOC (Bell Atlantic) have all
formed alliances with large Mexican companies.

In November 1994, AT&T announced a $1 billion
joint venture with Grupo Industrial Alfa, S.A. (Grupo Alfa).47
AT&T will own 49 percent; Grupo Alfa will own 51 percent.
The two companies intend to invest $1 billion by 1998 or
2000. 48 The joint venture will first focus on the business
market for local and long-distance, and then it will gradually
extend services to residential subscribers. 49 Grupo Alfa is one
of Mexico's largest industrial corporations, with 22,500 em
ployees and $2.49 billion in sales in 1993.50 With its new
partner, AT&T gains not only significant financial might and
a strong knowledge of Mexican business, but also the political
influence of one of Mexico's wealthiest industrial families, the
Garzas of Monterrey.

In January 1994, MCI announced plans to build a
long-distance network in Mexico with Grupo Financiero
Banamex Accival (Banacci). 51 Banacci, Mexico's largest
banking company, will own 55 percent of the joint venture;
MCI will own 45 percent. Over the next three years the two
companies intend to spend $1 billion to build a fiber optic
long-distance network between Mexico City, Monterrey, and
Guadalajara. 52 The joint venture thus will target the most
lucrative portion of the Mexican market, for 45.8 percent of
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all telephone access lines in Mexico are concentrated in those
three cities. 53

Sprint formed an alliance with Telmex in December
1994 to provide telecommunications services throughout North
America, cancelling an agreement between Sprint and
Iusacell. 54 Sprint and Telmex will not form a new entity, but
will exchange products and services, including software plat
forms and other intellectual property. 55

GTE agreed in September 1994 to form a joint venture
with Grupo Financiero Bancomer (Bancomer), Mexico's
second largest financial group, and Valores Industriales (VI
SA), an industrial conglomerate. 56 The joint venture will
provide long-distance services to business customers. GTE
will own 49 percent; the two Mexican companies together will
own 51 percent. 57

As will be described in greater detail below, Bell
Atlantic has a 42 percent interest in Iusacell, Mexico's largest
independent cellular provider. As of 1995, Iusacell has pro
vided only cellular service, but the company now intends to
offer basic local telephone service over a wireless network. 58

Iusacell already has a license to build a fixed wireless local
telephone network59 and concessions covering three-fourths of
the Mexican population. 60 With the advent of long-distance
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competition in Mexico in the near future and the recent per
mission granted the RBOCs under the Modification of Final
Judgment to offer long-distance service to their wireless cus
tomers,61 lusacell stands as another likely bidder for a long
distance concession.

Finally, the last of the notable companies that has
already positioned itself as a potential entrant to the Mexican
telecommunications industry, Grupo Pulsar, S.A. de C. V.
(Pulsar), also intends to provide local telephone service over a
fixed wireless network. 62 Alfonso Romo Garza, chairman and
chief executive of Pulsar, purchased a 15 percent stake in
lonica, the private British telecommunications company pio
neering radio access. lonica intends to offer a local telephone
service for "fixed" phones to compete with BT, Mercury, and
the cable companies. 63 Pulsar's strategic partnership secures
for it the licensing rights to the technology for Mexico and a
"priority" for all Latin American countries. 64 Fixed wireless
networks are less complicated and less expensive than cellular
networks, and they can be installed more quickly and at lower
cost than a wire-based telephone network.

Wireless. In 1989, the SCT liberalized the Mexican cellular
market. The regulatory body authorized two cellular licenses
(A-band and B-band) in each of nine regions in Mexico. The
SCT auctioned off the A-band licenses, and it gave the B-band
licenses to Radiomovil Telcel (Telcel), Telmex's wholly
owned cellular subsidiary. The Mexican cellular market has

61. Leslie Cauley, Seven Baby Bells Win Right to Provide Long-Distance
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subsequently grown to approximately 435,000 subscribers,
the largest cellular market in Latin America. 65 Rates for cellu
lar services are regulated under the respective separate conces
sions. 66 The foreign ownership restrictions described above
apply to cellular operators as well.

Telcel is the only company in Mexico licensed to
provide nationwide cellular mobile telephone services. Telcel
competes in each region with one other cellular operator
holding a regional concession. The competitors provide na
tionwide cellular service through a cooperative arrangement. 67

Telcel has about 50 percent of the market.
Iusacell is Mexico's second largest telecommunications

company and the country's largest independent cellular opera
tor. 68 The company owns licenses in four of the nine regions,
covering two-thirds of Mexico and more than 60 million
potential subscribers (POPS).69 Bell Atlantic owns 41.9 percent
of Iusacell's total equity; the holding constitutes a 44 percent
voting interest. 7o Bell Atlantic purchased the stake for a total
of $1.04 billion. 71

In 1994, Motorola acquired a 42 percent interest in
Baja Celular for $100 million. 72 The stake in Baja Celular
gives Motorola an equity interest in the four cellular compa
nies that cover the 2,OOO-mile border between the U.S. and
Mexico and all of Northern Mexico. Motorola has stakes in
the two cellular companies that cover northeast Mexico, while
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Baja Celular (and its fully-owned subsidiary, Mobitel) cover
the northwest. 73 Grupo Protexa, a Mexican industrial compa
ny, also invested in Baja Celular. Motorola has announced
that it will form a new venture with Grupo Protexa that would
acquire Motorola's cellular interests and invest $1.5 billion in
Mexican telecommunications. 74 The new company will partici
pate in the auctions for a long-distance concession.

In 1990, BellSouth won a cellular concession for
Guadalajara and the surrounding area. BellSouth then formed
Communications Celulares de Occidente S.A. de C.V.
(Occidente) as the operator to provide the cellular service.
BellSouth held a 30 percent interest in the company but sold
that stake to Iusacell in 1994. 75

CabLe TeLevision. Cable television networks in Mexico are
relatively undeveloped, and the penetration rate of cable tele
vision service is very low. Only about 1.3 million of the 16
million Mexican households with a television subscribe to a
cable television service. 76 For the same reasons cited for the
expected growth in telephony, the cable television market in
Mexico is expected to grow at the high rate of 25 percent
annually through 2000. 77 Again, the foreign ownership restric
tions on telecommunications outlined above apply to cable
television networks.

Televisa is Mexico's largest media company.
Cablevision is the cable television arm of Televisa.
Cablevision has 220,000 subscribers. In 1994, Telmex agreed
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to purchase 49 percent of Cablevision for $211 million. 78 The
relationship created by Telmex' s equity interest would enable
Cablevision to expand its television service using Telmex's
fiber optic network and would help Telmex provide video and
data services. Telmex's concession explicitly prohibits Telmex
from using "directly or indirectly, any concession for public
television services." Nevertheless, Telmex argues that this
provision does not prevent it from carrying Cablevision's
signal on its network. Telmex is confident that it will receive
regulatory approval. 79

In 1995, C-TEC, a small cable television and tele
phone subsidiary of the American heavy construction con
glomerate, Peter Kiewit Sons' Inc., agreed to purchase for
$84 million 40 percent of Mexico's second largest cable tele
vision company, Megacable. 80 C-TEC provides cable televi
sion service in New York and Michigan and long-distance
telephone service in Pennsylvania and New England.

Canada

Until recently, ten telecommunications operators had a mo
nopoly on the provision of basic telecommunications services
in Canada. Each company provided local telephone services,
on an exclusive basis, within its own region. Together they
provided long-distance services, also on an exclusive basis.
The Canadian government, however, has initiated a reform of
its telecommunications regulatory policy, using competitive
market forces to shape the next generation of Canada's tele-

78. Damian Fraser, Telmex seeks 49% stake in cable-TV business, FIN.
TIMES, Dec. 1, 1994, at 30.
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communications industry. 81 The Canadian government intro
duced competition to the cellular telephony market in 1985
and to the long-distance telephony market in 1992.82 In 1994,
the Canadian government decided to allow competition in the
market for local switched voice telephony. 83 In all but the
cellular market, actual competition is not yet pervasive, but
the benefits of the more competitive regime have already
become apparent.

The telecommunications services industry in Canada is
large and well developed. Canada has a population of 27.4
million people. 84 Over 99 percent of Canadian homes have at
least one telephone and receive telephone services. 85 In 1992,
Canada had 59.21 telephone lines per 100 inhabitants, com
pared to 56.49 in the United States. 86 In 1994, telecommunica
tions services in Canada generated over $13.4 billion; by
2000, that number is expected to exceed $17.2 billion. 87 Be
cause of the mature development of basic services in Canada,
most of this growth will be in the emerging telecommunica
tions markets, specifically in wireless and full-service broad
band networks.

Canada. with nearly $22,000 per capita gross domestic
product (GDP) in 1992, is a wealthy nation, and many tele
communications firms seek to participate in the Canadian
market. 88 The trend toward globalization, made all the more
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significant in Canada as a result of NAFTA, compels multina
tional telecommunications firms to develop a Canadian pres
ence. AT&T, MCI, and Sprint have all entered the Canadian
market, each with a notably different approach, all confined
by Canada's limitation on foreign ownership.

The Canadian government has decided that competition
and market forces should determine the future of the nation's
telecommunications industry. The most obvious source of
competition is foreign telecommunications firms. The 33.3
percent cap on foreign investment, however, will tend to limit
the ability of foreign carriers to operate in Canada on terms
sufficiently attractive to induce their entry into the market.

Telephony. In June 1993, The Canadian government enacted
the Telecommunications Act, which defines Canadian telecom
munications policy and authorizes the Canadian Radio-televi
sion and Telecommunications Commission (CRTC) to regulate
the industry in furtherance of the objectives of this policy. 89

The statute authorizes the CRTC to regulate all telecommuni
cations services provided by Canadian carriers and to forbear
from regulation if sufficient competition exists in the market
place. 90

The Telecommunications Act specifies eight objectives
of the Canadian telecommunications policy:

(1) to facilitate the orderly development
throughout Canada of a telecommunications
system that serves to safeguard, enrich and
strengthen the social and economic fabric of
Canada and its regions;

89. BCE INC., 1993 SEC FORM 20-F, at 9 (1994); Garibaldi & Torres,
supra note 9, at 252.

90. NEwTEL ENTERPRISES LTD., 1994 ANNUAL REPORT 17 (1995).
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(2) to render reliable and affordable tele
communications services of high quality acces
sible to Canadians in both urban and rural areas
in all regions of Canada;

(3) to enhance the efficiency and com
petitiveness, at the national and international
levels, of Canadian telecommunications;

(4) to promote the use of a Canadian
transmission facilities for telecommunications
within Canada and between Canada and points
outside Canada;

(5) to foster increased reliance on mar
ket forces for the provision of telecommuni
cations services and to ensure that regulation,
where required, is efficient and effective;

(6) to stimulate research and develop
ment in Canada in the field of telecommunica
tions and encourage innovation in the provision
of telecommunications services;

(7) to respond to the economic and
social requirements of users of telecommunica
tions serves; and

(8) to contribute to the protection of the
privacy of persons. 91

Objective number five really is a means by which the CRTC
will attempt to accomplish the other seven objectives. Its

91. TELECOM DECISION CRTC 94-19, at 4 (Sept. 16. 1994).
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significance lies in the fact that it explicitly identifies the
Canadian government's recognition of competition as the most
efficient force to drive the nation's telecommunications prog
ress.

On September 16, 1994, the CRTC issued Telecom
Decision 94-19, setting forth a comprehensive regulatory
framework for greater levels of competition throughout the
Canadian telecommunications industry. 92 Under the new
framework, competition will be permitted in the local service
market. 93 Cable television companies, new wireless service
providers, resellers, and specialized service providers will all
be permitted to provide voice, data, and video services to
local subscribers. 94 In addition, the CRTC will permit tele
phone companies to carry certain licensed broadcast services,
including switched video. 95 Non-facilities-based resellers of
telecommunications services are exempt from regulation under
the Telecommunications Act, and the CRTC has the authority
to exempt as well any class of carriers in a market where
effective competition exists. 96

Canadian law, however, continues to restrict who may
compete in the new, more competitive Canadian regulatory
regime. Under the Telecommunications Act, a telecommunica
tions common carrier in Canada must be a Canadian corpora
tion, Canadian owned and controlled. 'f7 The Canadian owner
ship and control requirement mandates that (1) at least 80
percent of the company's directors must be Canadian citizens,
(2) Canadians must beneficially own at least 80 percent of the
voting share of the carrier, and (3) the carrier must not other-

92.Id.
93. Id. at 33.

94. BRUNCOR INC., 1994 ANNUAL REPORT 26 (1995).
95. TELECOM DECISION CRTC 94-19, at 50 (Sept. 16, 1994).
96. BCE INC., 1993 SEC FORM 20-F, at 9 (1994).
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wise be controlled by non-Canadians. 98 Under regulations
adopted pursuant to the Telecommunications Act, entities that
qualify as "Canadian" for determination of the 80 percent
beneficial ownership requirement include corporations of
which Canadians own at least two-thirds of the voting stock. 99

So, in effect, the Canadian foreign ownership restrictions on a
telecommunications common carrier require that at least 80
percent of the carrier's board of directors be comprised of
Canadian individuals; that direct foreign ownership in the
carrier be limited to less than 20 percent; and that ownership
in the carrier's parent company be limited to 33.3 percent.

The Director of Investigation and Research of
Canada's Bureau of Competition Policy has identified two
reasons why the foreign ownership restrictions should be
abolished:

First, these restnctIons impose costs on the
domestic communications industry in terms of
limiting access to financial capital resources.
Second, barring foreign enterprises leads to a
reduced competition in this sector relative to
other areas of the economy where restrictions
do not apply. 100

The Director also emphasized the critical importance of the
availability of investment capital for the construction of ad
vanced telecommunications infrastructure.

Most, if not all, direct investment or non-equity partic
ipation by foreign entities in Canada's telecommunications

98. [d.
99. [d.
100. Submission of the Director of Investigation and Research. Bureau of

Competition, to the Canadian Radio-television and Telecommunications
Commission. Public Notice CRTC 1994-130. Order in Council P.C. 1994
1689. at 39 (Jan. 16. 1995).
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industry has been in the provision of basic long-distance ser
vices. For decades, Stentor, an alliance of eleven telecommu
nications operators, provided long-distance service on an
exclusive basis. In 1992, the Canadian government tenninated
Stentor's monopoly over long-distance services. As of 1995,
three telecommunications operators provide fixed-link interna
tional long-distance service in Canada. Stentor and Unitel
Communications Inc. (Unitel) provide international long-dis
tance services between Canada and both Mexico and the
United States. lOl Teleglobe holds a statutory monopoly over
international services between Canada and everywhere except
the United States or Mexico; Teleglobe's monopoly expires in
1997. 102 BCE Inc. owns 24.4 percent of Teleglobe. 103

Stentor provides fixed-link domestic long-distance
services as well as international. Until 1992, Stentor provided
these services on a monopoly basis. Stentor is a working
association of eleven companies: British Columbia Telephone,
Bell Canada, ED Tel, The Island Telephone Company, The
Manitoba Telephone System, Maritime Telephone & Tele
graph, New Brunswick Telephone, Newfoundland Telephone,
Quebec Telephone, SaskTel, and Telesat. 104 Stentor's mem
bers agreed to interconnect their networks to be able to pro
vide their customers integrated communications services. Each
member owns and operates that portion of the network in its
region. As of July 1994, after having faced competition for
nearly two years, Stentor had 92 percent of the market. 105

101. UNIVERSITY OF COLORADO INTERDISCIPUNARY TELECOMMUNICA-
TIONS PROGRAM, supra note 3, at 2-15.

102. lTU WORLD DEVELOPMENT REPORT, supra note 6, at 63.
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and Telecommunications Commission, Public Notice CRTC 94-130, Order in
Council P.e. 1994-1689 (Jan. 16, 1995) [hereinafter Stentor Submission].

105. Bernard Simon, Canada dials up long-distance network price war,
FIN. TIMES, July 1, 1994, at 23 [hereinafter Canada dials up].
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In September 1992, the members of Stentor and MCI
formed a strategic alliance to develop and deliver seamless
advanced intelligent networks to customers on both sides of
the CanadaJU.S. border. 106 Neither MCI nor Stentor acquired
an equity interest in the other party.

In 1992, the Canadian government authorized Unitel to
provide long-distance service, thereby ending Stentor's mo
nopoly. On June 12, 1992, the CRTC granted Unitel the right
to provide competitive long-distance service in British Colum
bia, Ontario, Quebec, New Brunswick, Prince Edward Island,
and Nova Scotia. 107 The CRTC also ordered providers of local
telephone service to permit Unitel to interconnect with their
facilities on a nondiscriminatory basis. 108 In November 1992,
Unitel began offering public long-distance voice telephone
services in extended calling areas of Montreal, Toronto, and
Vancouver. 109

In two and half years, however, Unitel has succeeded
in capturing only 6 percent of the long-distance mar
ket-425,OOO customers. 110 Unite1 posted losses totalling
$220.7 million in 1992 and 1993, and lost $131.4 million in
the first nine months of 1994. 111 Unitel loses approximately
$730,000 each business day and is expected to lose at least
$140 million in 1995. 112

Unitel, however, has the financial and operational
support of a very important shareholder, AT&T. Canadian

106. MCI COMMUNICATIONS CORP., 1993 ANNUAL REPORT 8 (1994).
107. UNIVERSITY OF COLORADO INTERDISCIPLINARY TELECOMMUNICA
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Pacific Limited, the transport and energy conglomerate, owns
48 percent of Unitel. l13 Rogers Communications Inc.,
Canada's largest cable television operator, owns 29.5 per
cent. 114 AT&T owns 22.5 percent. lIS Under an amended
shareholders' agreement, Rogers had the option to purchase
Canadian Pacific's interest in UniteI by April 28, 1995. 116 On
April 19, 1995, Rogers declined to exercise the option. saying
that the $146 million purchase price was too high. ll7 The plan
had been for Rogers to purchase Canadian Pacific's interest
and sell approximately 10 percent to AT&T, raising AT&T's
share to the maximum foreign interest allowed under Canadi
an law. 118 Rogers has indicated that it remains interested in
participating in Canada's long-distance market and will contin
ue to try to increase its stake in Unitel, but only for a lower
price. 1l9 If Rogers does not exercise its options, each share
holder will have the right to sell its Unitel shares, subject to
rights of first refusal of the two other shareholders. 120 Because
Unitel has already invested nearly $1 billion in infrastructure
construction, both AT&T and Rogers will likely retain, if not
increase, their respective interests in Unitel. 121

Although Stentor and Unitel are the only two operators
that provide fixed-link domestic long-distance services, many
companies participate in Canada's long-distance market as
resellers. In the three years since Canada's long-distance
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telephone business was opened to competition, more than 340
companies have entered the long-distance market. 122 Competi
tion has been fierce, with many losers. Two companies folded
in January 1995 and more than a dozen others are predicted to
do the same during the remainder of 1995. 123 Entrants in the
long-distance market have not succeeded in winning much
market share from Stentor. As of July 1994, Stentor retained
a 92 percent market share. 124 The challengers to the Stentor
alliance, however, received a favorable ruling from the CRTC
when the agency ruled that, beginning on July 1, 1994, local
companies were required to give their competitors equal ac
cess to the long-distance market. l25 Thus, the entrants in the
long-distance market were freed from a handicap whereby any
long-distance customer seeking to use a carrier other than
Stentor had to dial an access code of up to seventeen digits. 126

Sprint Canada is the largest long-distance reseller in
Canada. 127 The company provides long-distance services to
small and medium-sized businesses in Ontario, Quebec, and
British Columbia. 128 To enter the Canadian market, Sprint Inc.
chose to acquire an equity stake in an existing operator rather
than create its own new Canadian operator. Part of the ratio
nale for its decision was the 33.3 percent foreign ownership
restriction. Sprint purchased 25 percent of an existing reseller,
then called Call-Net Enterprises Inc., and changed the name
to Sprint Canada. 129 Sprint Canada has emerged as one of the

122. Bernard Simon. Shake-out on the line in Canada-Unitel has been
hard hit in the telecoms war FIN. TIMES. feb.2. 1995, at 30 [hereinafter
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more successful upstarts and is constructing its own nation
wide fiber-optic network. 130

ACC TelEnterprises of Toronto is the second largest
reseller. ACC provides long-distance voice and data services
to business and residential customers in Ontario, Quebec, and
British Columbia. 131

Fonorola is the third largest reseller. It offers voice
and data services to a small group of high-volume business
customers in Ontario, Quebec, British Columbia, and across
the border in Buffalo, New York. 132 Fonorola also offers
residential services to employees of its business customers.
Fonorola has acquired several struggling resellers and aims to
become a facilities-based long-distance carrier by building a
fiber-optic network along Canadian National Railway's rights
of way. 133

All of these competitors are vying to gain a share of
Canada's $5.3 billion long-distance market. l34 AT&T, MCI,
and Sprint have particular interest in the near three-quarters of
that revenue generated by telecommunications traffic between
Canada and the U. S.-a portion of the market that grows at
an annual rate of 15 to 30 percent annually. 135 And despite the
limited degree of actual competition, the mere threat of com
petition has provided Canadian consumers with significant
benefits. The new competitors have sparked a price war,
compelling the Stentor companies to reduce their long-distance
rates. Since the CRTC introduced competition to the long
distance market in 1992, both wireline and wireless rates for
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long-distance services have decreased. 136 In 1994, demand for
long-distance telephone service in Canada grew by 10 percent,
while the regional telephone companies initiated sharp rate
reductions and forced competitors to follow suit. 137

In September 1994, the CRTC decided that competi
tion in local telephony also would benefit the public interest
and that all barriers to entry should be removed. 138 As of
1995, the nine regional telephone companies continue to have
a near complete hold on their respective local markets, and
competitive entry in the market for local services will remain
unlikely until the CRTC allows for rate normalization by the
regional telephone companies. Bell Canada estimates that
fifteen cents for every minute of long-distance revenue goes to
subsidize local service; the cross-subsidy in the U.S. (also
expressed in Canadian currency) is about three cents a min
ute. 139 A Toronto household pays a basic telephone service fee
of only $11.76 per month. All local calls are free. 140 The
CRTC rejected Bell Canada's application in 1993 to raise
rates for basic local service. 141

BCE Inc., Canada's large telecommunications holding
company, has equity interests in many of the nation's largest
telecommunications operators and equipment manufacturers,
including Bell Canada and Northern Telecom, the telecommu
nications equipment manufacturer. 142

Bell Canada is Canada's largest telecommunications
operator. 143 Bell Canada has a monopoly on the provision of
local service for Ontario, Quebec, and parts of northern Cana-
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da-a service area with more than seven million customers. 144
BCE owns 100 percent of Bell Canada. 145 In response to the
competition that exists in the long-distance market and in
preparation for the imminent competition in the local services
market, Bell Canada plans to invest C$1.7 billion over the
next three years to upgrade its operations. 146 Upon receiving
regulatory approval, Bell Canada will also normalize its rates
for local and long-distance service. 147

Maritime Telephone & Telegraph (MT&T) owns and
operates the principal telephone system in Nova Scotia, pro
viding telecommunication services to residential and business
customers. MT&T is the third largest publicly owned tele
phone company in Canada. Through its 52 percent owned
subsidiary, The Island Telephone Company Limited, the
company provides telecommunications services to Prince
Edward Island. 148 BCE owns 36 percent of MT&T. 149

Bruncor Inc. is a telecommunications holding company
that owns 100 percent of the New Brunswick Telephone Com
pany Limited (NBTel).150 NBTel is the primary supplier of
telecommunications services in New Brunswick. 151 BCE owns
42.6 percent. 152

GTE, through its ownership of a Canadian holding
company, has voting control of BC Tel and Quebec
Telephone. 153 GTE owns 100 percent of the Anglo-Canadian
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Telephone Company.154 Anglo-Canadian Telephone, in turn,
owns 50.47 of BC Telecom Inc. ISS BC Telecom, a holding
company, owns 100 percent of BC Tel, the telecommunica
tions operator. 156 Anglo-Canadian Telephone also owns 50.63
percent of Quebec-Telephone. 157 As of December 31, 1994,
BC Tel served approximately 2.3 million access lines in Brit
ish Columbia, and Quebec-Telephone served approximately
300,000 access lines in Quebec. ISS

NewTel Enterprises Limited owns 100 percent of
Newfoundland Telephone Company Limited, which provides
telecommunications services throughout Newfoundland and
Labrador. 159

Northwestel provides telephone, telegraph, and tele
communications services in the Yukon Territory and the
Northwest Territories. l60

Telebec Limitee provides basic telecommunications to
approximately 170,000 business and residential customers in
part of Quebec. 161

Cable Television and Telephony. Cable television is well
developed in Canada. More than 98 percent of Canadian
homes have a color television. 162 Ninety-five percent of Cana
dian homes have access to cable television service, and 81
percent of these homes (or seven million customers) sub
scribe-the highest cable television penetration in the world. 163
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Competition in Canadian cable television services is
minimal. Each cable operator in effect has a monopoly within
its franchise territory. 164 Alternative delivery of video services
such as MMDS, SMATV, and direct-to-home (DTH) satellite
systems (called direct broadcast satellite or DBS in the U.S.)
have achieved low penetration and address limited markets. 165

Cable operators do face competition in the market for pay-per
view movies from video rental stores, though many are owned
by cable operators. l66 More competition may emerge in the
near future from DTH systems operators and from wireless
cable operators, but for now the cable operators dominate the
distribution of Canadian video services.

Ownership of cable operators in Canada is highly
concentrated. (As of late 1994, three of the top six Canadian
cable operators sought CRTC approval of a number of merg
ers and franchise exchanges. The following data are based on
the assumption that the CRTC approved all such transactions.)
The ten largest Canadian multiple systems operators (MSOs)
together control 85 percent of the Canadian cable television
market. 167 The three largest MSOs-Rogers Cable TV (31.4
percent), Shaw Cablesystems (20.6 percent), and Videtron
(14.5 percent)-collectively control more than two-thirds of
the national market. l68 By comparison, the top three MSOs in
the U.S.-TCI (26.01 percent), Time Warner (15.21 percent),
and Comcast (5.57 percent)-control just 46.79 percent of the
American cable television market. 169

CRTC Decision 94-19 permits cable television opera
tors to enter the local switched voice market. 170 Many of the
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large cable operators, including Rogers Cable TV, Shaw
Cablesystems, and Videtron, have all expressed interest in that
market and have already begun to provide telecommunications
services on a limited basis. 171

BCE has developed expertise in the provision of cable
television service through its significant cable interests in the
U.K. and the U. S. BCE is trying to break: into its own domes
tic cable television market. 172

In April 1994, the Stentor alliance unveiled a plan to
develop a nationwide broadband network through a project
called the "Beacon Initiative. "173 Through the Beacon Initia
tive, the Stentor companies will deliver multimedia services to
offices, homes, and schools over the public telephone net
work. 174

In September 1994, the CRTC also ruled in its Deci
sion 94-19 that "subject to the licensing of service providers
where required, broadcasting or content-based services may be
distributed on a common carrier basis over telephone company
facilities, whether those facilities are narrowband or broad
band in nature. "175

Wireless. The Canadian cellular market is well developed and
is expected to grow significantly by 2000. In 1994, cellular
services generated $1.3 billion in revenue; by 2000, cellular
revenues are expected to exceed $3.5 billion. 176

The Canadian government has licensed two cellular
operators in each market. The cellular subsidiaries of the
regional telephone companies each received a license for their
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